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Introduction
Capital markets serve a key function, allowing savers and the investing public to partici-
pate in the growth of the real economy. Since the global financial crisis (GFC), massive 
amounts of liquidity have been injected into the system, fuelling the growth of private 
markets and allowing many growth companies to delay their initial public offerings 
(IPOs) to a later stage or altogether stay away from public markets. At the same time, the 
popularity of unconventional governance structures like dual-class shares (DCS) has been 
on the rise. In 2020, the explosive growth in the number and amount of capital raised by  
special purpose acquisition companies (SPACs) has captured the attention of investors, 
intermediaries, stock exchanges, and securities regulators. 

SPAC issuances have surged in recent years, with 294 listings in the United States, raising 
US$94 billion in 2021 to date, which is higher than the total for 2020, which saw 248 list-
ings, raising US$83 billion.1 The popularity of SPACs has attracted the attention of stock 
exchanges around the world, including in Asia Pacific. Several exchanges are contemplat-
ing introducing this structure in their respective markets. This popularity, however, also 
has brought the need for scrutiny on the complexity of the SPAC structure, governance 
issues arising from the potential misalignment in incentives between the sponsor and 
investors, and disclosures. 

Many exchanges in the region are for-profit commercial entities and need to stay competi-
tive and innovative to attract issuers and investors. At the same time, many are standard 
setters and front-line regulators tasked with investor protection and upholding a high 
standard of corporate governance. Satisfying these two competing objectives is a delicate 
balancing act. 

These conflicts have already manifested in Hong Kong SAR’s DCS or weighted voting 
rights (WVR) regime, in which a proposal from the Hong Kong Exchange and Clearing 
(HKEX) to allow eligible issuers to dual-primary list while keeping their existing WVR 
structures was aimed at attracting new listings. This allowance was proposed at the cost of 
circumventing HKEX’s own WVR rules, which contain a number of safeguards against 
entrenchment and potential abuse by controlling shareholders. The introduction of SPACs 
may accentuate these conflicts further.

1SPACInsider, 25 March 2021, https://SPACInsider.com.
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Over the years, much progress has been made in Hong Kong SAR in raising corporate 
governance standards and reducing the potential for regulatory arbitrage for companies 
seeking listings. For example, former loopholes in the reverse-takeover regime have been 
eliminated. In addition, the HKEX has been increasingly vigilant on listed cash shells 
and is actively looking to delist them. In this context, it would be interesting to see how 
SPACs would fit with the existing investment company and shell company frameworks.

CFA Institute held its Hong Kong Roundtable on SPACs on 21 April 2021. The roundta-
ble saw participation from private equity (PE) and other institutional investors, securities 
lawyers, and investment banking professionals. Several of the participants were involved 
in SPAC deals as PE investors or intermediaries. At least two of the securities lawyers 
were practicing in both Hong Kong and the United States, and provided a contrasting 
perspective between local and international regulations.

The discussion covered three talking points: (1) advantages of SPACs over traditional 
IPOs; (2) whether the current boom in SPACs is sustainable given its poor track record 
in recent times; and (3) if SPACs were to be introduced, the investor protection mea-
sures needed to reduce potential misalignment of incentives. The last point is important, 
because the focus of our discussion is not to bubble-wrap investors, but rather to strike a 
balance between market development and investor protection.

Following are the minutes of this discussion.

WWW.CFAINSTITUTE.ORG
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Initial Thoughts
At the outset, some participants pointed out that SPACs are not a new phenomenon. 
There is real money in the game now, and although SPACs are sometimes blamed, ulti-
mately, they are only a vehicle. Some sponsors do not belong in the game, but others —  
like PE investors — know how to invest and exit, and for them SPACs is one of the 
options. The participant also remarked that SPACs are constantly evolving, and we could 
see improvements in how they are structured, based on negotiations. Any changes will 
come from markets, with investors voting with their money. Regulatory developments, 
such as the US Securities and Exchange Commission (SEC) accounting guidance on 
treatment of warrants, are trivial in the overall context. 

Another participant compared SPACs with the existing chapter-21 investment company 
structure in the Hong Kong Listing Rules. Chapter-21 companies are not allowed to 
invest more than a certain amount in a portfolio company, so it would be interesting to 
see how SPACs are implemented from that perspective. Chapter-21 requirements cover 
the investment track record for investment managers and directors, so that has potential 
relevance for SPACs. 

Participants echoed the importance of investor protections in SPACs. One participant 
said disclosures are the primary tenet of investor protection, but with retail investors 
expected to participate in SPAC issuances, additional measures may be needed.
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Discussion Points

1. Advantages of SPACs over IPOs
We asked participants what they considered to be the advantages of SPACs over tradi-
tional IPOs.

Some advantages of SPACs stem from a regulatory arbitrage — like safe harbour provisions and 
the ability to provide projections. The real advantage for sponsors is a faster turnaround compared 
with private equity. For the latter, it is around 10 years; in SPAC situations, it is compressed to 
three years or less. 

Most participants chose the option that SPACs provide retail investors a PE-like oppor-
tunity, followed by the option that SPACs are cheaper (57%), and they provide targets 
valuation certainty (43%). 

Participants elaborated on their choices. Compared with a traditional IPO, SPACs provide 
retail investors with an option that they otherwise would not have exposure to. The typi-
cal PE/venture capitalist (VC) cycle can be split into four stages: (1) PE raises funds from 

Figure 1.  Straw Poll 1: Which, in your opinion, are the advantages of SPACs over 
traditional IPOs? Select all that apply
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57%

71%

0% 20% 40% 60% 80% 100%

SPACs provide a vehicle for smaller companies
or companies with complex business models.

From a target’s perspective, SPACs provide
valuation certainty and a faster path to market.

SPACs are cheaper tha IPOs, after accounting
for underwriting fees, dilution, IPO-pop, etc.

SPACs provide retail investors a
private equity like opportunity.
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Discussion Points

institutional investors; (2) general partner (GP) makes investments; (3) portfolio companies 
are listed, leading to exits; and (4) limited partners (LPs) recycle the money back to GPs. 
For investors, the last stage is valuable, because recent track records would provide valuable 
information and inject discipline into the deal-making process. In SPACs, the fourth stage 
(i.e., the accountability for permanent capital) is partially removed. This is a cause for concern.

Other participants disagreed with the most preferred option. One participant remarked 
that the typical SPAC investors are hedge funds, who are short-term investors. They 
come in for one purpose (i.e., to help sponsors set up listed vehicles); in return, they enjoy 
free warrants. Another participant said SPACs are complicated and most retail investors 
would not understand the prospectus or deal terms. Thus, it is better not to offer SPACs to 
retail investors until the de-SPAC process (merger) is complete. 

The potential for a lack of understanding was echoed by others, who highlighted that 
unlike the United States, which is dominated by institutional investors to the tune of 
72%, Hong Kong SAR is dominated by retail investors, with institutions accounting for 
only 12% of shareholdings. Therefore, the regulator needs to be more cautious given the 
size of the retail shareholder base. In addition, relying on disclosures is not a concept that 
is as prevalent in Hong Kong SAR as it is in the United States; for IPOs, Hong Kong 
SAR investors tend to rely on the confidence vote of the cornerstone investors, rather than 
to read disclosure documents.

Another participant drew a contrast with the chapter-21 investment company regulations 
of the Hong Kong Listing Rules. Because only professional investors are allowed to invest 
in chapter-21 companies, it would be strange if retail investors were allowed to invest in 
SPACs, which follow a similar concept. 

2. Is the SPAC Boom Sustainable?
In several instances, SPACs have underperformed after merger. According to one study that looked 
at the post-merger performance of 47 SPACs during the period from 2019 to 2020, an average, 
SPAC underperformed the IPO index (performance of newly listed companies) by 13% over a three-
month period and by a whopping 33% over a six-month period. SPACs with high-quality sponsors 
(defined as a large fund manager or former CEO or senior officer of a Fortune 500 company) per-
formed relatively well compared with others, with the average SPAC in this cohort outperforming 
the IPO index by 25% and 0.4% over three-month and six-month periods, respectively.2

2M. Klausner, M. Ohlrogge, and E, Ruan, “A Sober Look at SPACs” (Stanford Law and Economics Olin 
Working Paper No. 559, 2020), https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3720919.
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In this context, the natural question to ask is whether the boom is sustainable, or whether it is 
a matter of time before investors discern the best from the rest. We took a straw poll on the this 
question. 

We asked participants their opinion on the current SPACs boom.

The results were evenly split. One participant remarked that the exuberance will correct 
itself naturally. There is presently too much liquidity and there could be a correction. 
SPAC issuances will still be healthy, because it serves a purpose.

In the United States, SPACs are floated by celebrities who have no background in invest-
ing, but some celebrities have floated SPACs with people who have the expertise. But with 
time, people without professional expertise will not succeed, and investors will become 
more discerning. 

We asked whether Hong Kong SAR should develop criteria around the quality of spon-
sors. One participant remarked that it is a good idea and having a substantial background 
and experience is important. There is an opportunity for regulators such as the Securities 
and Futures Commission (SFC) and Hong Kong stock exchange (HKEX) to set up a 
better platform for capital raising though SPACs. This participant also thought that other 
regulators are looking to set some requirements of relevant qualifications. 

Figure 2. Straw Poll 2: What is your opinion on the SPACs boom?
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33%
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Even if the SPACs fail, due to the complexity of structure
and poor disclosures, its hard for most people to figure

out winners and losers. Without regulatory interventions,
there will always be uninformed investors to be found.

Some celebrity-backed SPACs might fail, but those
backed up by serious sponsors will succeed. Investors

will become more discerning with experience.

The rise of SPACs is a reflection of market exuberance;
when returns disappoint, the issuances will dry up.
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Discussion Points

Other participants remarked that while the quality of sponsors might be an issue, the 
bigger issue is the quality of the target. One participant compared sponsors to concert 
organizers, where the audience can pre-book the concert hall with a guarantee of refund. 
But the success of the concert depends on the performer. If the performer is good, the 
ticket holders can be replaced, but if she is lousy, everyone loses. The ultimate criteria is 
whether the companies can do an IPO, and whether it would be welcomed by investors. If 
the answer is negative, it is not a good target. 

A few critics have pointed out that, as SPAC sponsors have two years to find a target, 
when the clock runs out, there is increasing pressure to find any target and close the deal; 
consequently, the quality of the target might suffer. We asked participants how we could 
better align the sponsors with investors in this case.

Although not answering directly, one participant echoed the third option in the polling 
question, stating that it is hard for people to figure out winners and losers in a SPAC deal. 
The process is opaque, and the performance metrics GPs or sponsors use may be unique. 
It is difficult to have a coherent discussion about sponsor performance. 

3.  Investor Protection Measures that Need to be 
Built into SPAC Structure
SPACs are a good concept, but the incentives between the sponsor and investors may be mis-
aligned. Promote (free) shares, accounting for 20% of post-issuance, represent a significant source 
of dilution. But additional sources, such as redemptions, not only increase costs as a percentage of 
issue size (a 3% underwriting on $200 million is effectively 6% if $100 million is redeemed dur-
ing merger) but also represent another source of dilution. 

Redeeming investors frequently get to keep their warrants in the same proportion as other inves-
tors. This not only is dilutive but also increases their likelihood of voting in favour of the transac-
tion even while redeeming their shares, a strange phenomenon. 

We asked the following polling questions about redemption rights of shareholders.

Most participants at the roundtable preferred a limit on redemption for investors who vote 
for the resolution, short of a full prohibition. On the second question, the participants 
were evenly split.
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One participant remarked that there was a built-in bias for people to vote for the res-
olution, because the redemption does not start unless there is a business combination. 
Second, we should not underestimate market forces; if the traded price is higher than $10, 
no one will redeem. Third, it is possible to ensure that SPACs hold a minimum level of 
capital; indeed, targets typically require SPACs to do so, to move forward with the deal. 
But this capital can come from both the SPAC investors and the private investment in 
public equity (PIPE) investors.

We also asked our participants about their preferences among various investor protection 
measures.

Figure 3.  Straw Poll 3: Redemption Rights of Shareholders: Please select one option
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Only investors who voted against the
merger should be allowed to redeem

There should be a limit on redemption
for investors who voted for the merger

Figure 4.  Straw Poll 4: Should pre-IPO investors be allowed to redeem? 
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Discussion Points

Our first option was inspired by the Pershing Square Tontine Holdings (PSTH), which, among 
other innovations, require sponsors to purchase warrants that are exercisable at a 20% premium 
over 10 years. Investors seemed to like the deal, with its share prices trading consistently above the 
IPO price since inception.

One participant remarked that investor protection perhaps does not play a big role in 
the share price performance as much as the quality of target. US SEC allows SPACs 
to talk about potential targets as long as nothing binding is signed, and it even allows 
SPACs to perform due diligence on potential targets, and so investors might incor-
porate this information. There are also occasional investigations into insider trading 
allegations. 

Figure 5.  Straw Poll 5: SPAC Disclosures and Governance: Which of the following 
investor protections are needed? Select all that apply
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convertible when post-merger value exceeds a
pre-determined threshold
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Another participant remarked that retail investors need to be educated on the SPAC life-
cycle. Unlike IPOs, which have an opening-day pop, SPACs become volatile when they 
announce a definitive agreement. Retail investors sometimes crowd in during this period 
of volatility, to their detriment. Also, while PIPE investors understand the effects of dilu-
tion and negotiate prices to account for the impact, such calculations may be too complex 
for retail investors, who may not even care about the impact of their dilution. 

One participant, who voted for all options, said SPACs should not be used as an alterna-
tive, easier way for a company to obtain a listing. Irrespective of the listing methods, 
the information investors receive should be the same. The participant also felt that the 
targets who opt for SPACs are often those that could not find PE investors, and some of 
them would not meet the listing requirements. If Hong Kong SAR wants to introduce a 
structure the investors are not currently mature enough to invest in, strong protections are 
needed.
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